Robert takes care of writing the checks for the expenses too. But you'll need to sign them. He holds on to them until you can stop by to sign them, but you should try to do that once a week. He'll give you the invoices, too, so you'll know how to record the expenses. I guess we should talk about the expenses too. Basically, the Society pays the employees twice per month on the second and fourth Tuesday, and then there are payroll taxes too. The rent for the building gets paid once per month. The rent includes the utilities and janitorial services for the building. There are also telephone bills every month, and charges for the Internet service. They also have accounting and legal fees, mainly for the annual financial statement audit; fees for the security alarms; repairs and maintenance on equipment; office supplies; bank charges; postage; newsletter expenses; insurance; advertising; dues and subscriptions; education or travel cost reimbursements for the staff; and inventory purchases for the gift shop. Any large, non-routine purchases, like for new furniture, have to be approved by the Finance Committee and the Board of Trustees.
Jessie: How do you account for all of the donated labor?
Al: We don't. We don't record income for the donation or expense for any cost, since we are not actually paying anything.
Jessie: What about liabilities? Does the society have a lot of debt?
Al: The only liability account currently is accounts payable, for unpaid invoices. There aren't any loans or other long-term debts. However, the auditors always accrue payroll at year-end. For 20x2, that would be $1,450, in addition to $112 in payroll taxes.
Jessie: Great! Thanks a lot, Al. This has been really helpful. I'm kind of nervous about my first board meeting. I've never done anything like this before.
Al:
Oh, don't worry. They're all really nice people. Here, let me give you the most recent fund and activity reports. You'll need these to prepare your financial statements for the meeting.
Jessie: Thanks. It looks like I've got some work to do.
GETTING READY FOR THE BOARD MEETING
After meeting with Al Gone, Jessie takes all of her notes home, along with the reports Al gave her, to try to prepare for the board meeting. She wants to look like she knows what she's doing. After all, her boss has friends on the board, and she doesn't want them to tell him she wasn't prepared. But, she still has questions. She has to figure out how to prepare financial statements in the proper format. She also isn't sure about the accounting for the donated artifacts and archive materials. It just doesn't seem right not to report all of the assets on the balance sheet. And what about all the donated time from volunteers? Doesn't that have to be reported somehow? Besides the financial reporting issues, Jessie has questions about the company's cash management policies. Keeping all of the money in CDs seems too conservative and is earning the Society a really low interest rate. And the Society doesn't take credit cards-maybe they would get more attendance and make more sales in the gift shop if they allowed people to use charge cards. Jessie turns on her computer and gets busy trying to find the answers to her questions. Al told Jesse that some funds were restricted in nature. What is the difference between unrestricted funds and restricted ones? What is the distinction between temporarily and permanently restricted funds? How would you classify each of the five funds used by the society? Reference the appropriate professional standards to answer this question. 3.
Is the Society accounting for its donated artifacts correctly? Reference the appropriate professional standards to address this question.
4.
Aside from the accounting rules, what are the possible advantages and disadvantages of excluding all of the donated artifacts from the Society's balance sheet? 5.
The Society, like most nonprofit organizations, could not continue to operate without the assistance of its volunteers. In the past, the Society has not recognized any contribution revenue for these services. Is this appropriate? Could you make an argument that Jessie Star's services should be recognized? Cite the appropriate professional standards. 6.
Use the data provided in Exhibits 1 through 6 to create a statement of activities for 20x2 and balance sheets for 20x1 and 20x2, in accordance with SFAS 117. Remember to adjust for the payroll accruals at year-end, and assume that all other transactions were recorded correctly. Jesse's firm encouraged her to volunteer for this position. Why would firms view this type of service as important?
INSTRUCTOR'S NOTES Case Description
This case involves financial reporting issues for nonprofit organizations and, in particular, how specialized entities, such as museums, can present unique financial reporting issues. Secondary issues examined include financial management issues at a nonprofit organization, the importance of volunteer work and the emphasis that employers often place on community involvement. The case is appropriate for a junior level course or higher. The case is designed to be taught in one to two class hours and is expected to require approximately three to four hours of outside preparation by students.
Case Synopsis
In this case, the students are introduced to Jessie Star, a recent accounting graduate who has just volunteered (at the urging of her boss) to be the treasurer for the local Historical Society. Jessie finds herself struggling to master the financial issues at the Society so that she will be prepared for her first board meeting. The Society uses fund accounting, which is something with which she is not very familiar. She is also struggling to understand why the Society has never reported its historic artifacts on its balance sheet as assets, even though they are quite valuable, and wonders if this could possibly be an approved accounting method. She is also astonished that all of the Society's investments are held in Certificates of Deposit earning fairly low interest rates, and wonders if there is a better investment strategy for the organization. The students must assume the role of Jessie and research these issues to formulate recommendations for the Society.
Recommendations for Teaching Approaches
This case can be assigned as an in-class discussion case or as an out-of-class research assignment. The case can be used as an introduction into not-for-profit accounting, as a review of not-for-profit accounting, and/or as a basis for discussion of financing concerns for non-profit organizations. This case also provides a good opportunity for instructors to open a discussion about the importance of volunteerism on the part of professionals and the ways in which finance and accounting professionals can contribute their expertise.
ANSWERS TO CASE QUESTIONS

1.
SFAS 116 and 117 address this issue. For external reporting purposes, not-for-profit organizations are required to summarize activity and balances according to whether they are unrestricted, permanently restricted, or temporarily restricted, rather than reporting separate funds. The focus is on the organization as a whole, not on separate funds. However, for its own internal uses, the Society may choose to maintain separate funds to track restrictions on the type of expenditures allowed by donors. The society has funds donated for -temporarily restricted‖ purposes for a variety of different uses and must track those individual allowed uses separately. The society must know how much is available to spend on programs, on house restoration, on advertising, and so forth. 2.
SFAS 117 (paragraphs 13 -16, with specific definitions in the Glossary, paragraph 168) classifies net assets (the balances in the Society's various funds) based on whether the donor(s) imposed restrictions on how the funds are spent. Unrestricted net assets generally have no specific limitations on their use. Permanently restricted net assets may never be expended for purposes other than those set by the donor. If the donor-imposed restrictions expire at some point, or require that the assets be spent for a specific purpose or to acquire fixed assets, the net assets are classified as temporarily restricted. The Society's operating and fixed asset funds are unrestricted, the marketing and restoration funds are temporarily restricted, and the endowment fund is permanently restricted. 3.
According to SFAS 116 (paragraph 11), contributions are normally reported when received, and are recorded as a credit to revenues and a debit to assets, liabilities, or expenses as appropriate. When historical items are donated for the purposes of adding to the society's collections, however, recognition is not required. Museums have a choice to:
A. record the donation at fair value as an asset and record a corresponding credit to revenue, or B.
not recognize the transaction in the accounting records. This choice can only be made if three conditions exist:
a. the item is to be held only for the purpose of research, public display, and education and not used for financial gain b.
the item is preserved and not used as collateral c.
there is a policy or an agreement that if the item is ever -de-accessioned‖ and sold, the money received is used only for the purchase of other artifacts.
The Society's archive and artifact donations meet the three criteria and, therefore, it is allowable to omit the items from the accounting records.
4.
One definite advantage of excluding the artifacts from the balance sheet is avoiding the cost of appraisals that would be necessary in order to arrive at a dollar amount to record. Since the artifacts are donated and may be valuable only as a historical display or research record, obtaining a value is difficult. Also, showing a large amount of assets on the balance sheet may make prospective donors feel that the Society does not need their donations. That is, it may make the Society appear wealthier than it is. While the Society may have a large number of assets, it tends to have limited spendable funds.
On the other hand, omitting the items from the balance sheet can have negative consequences. The large number of archives and artifacts requires a great deal of management time and resources to catalogue and preserve the items. Being able to show a high dollar value for the items might help persuade funding agencies and other donors of the need for funds. Including the items on the balance sheet more accurately reflects the size of the organization.
5.
SFAS 116 (paragraph 9) indicates that a contribution of a service should be recognized as revenue at its fair value (i.e. what the organization would have been billed) if it meets one of the following two criteria:
a. the service created or enhanced a non-financial asset of the organization b.
the service required a special skill, was performed with someone possessing that skill, and would otherwise normally have been purchased if a donation had not been obtained.
Services not meeting the criteria are not recorded as donations. Therefore, the majority of time donated to the Society would not be reported. Jesse Star's services, on the other hand, are specialized and would need to be recognized in future years. (Note that the previous treasurer was not an accountant; his services were not recognized).
Additional discussion could center on donated restoration labor for the historical home. The labor would increase the value of a non-cash asset and requires a special skill, so it meets the requirements for recognition. However, the Society does not own the house, but rather has a long-term agreement to operate it. Therefore, the improvements the Society makes to the house might be considered leasehold improvements and be capitalized on its books, with contribution revenue recognized for the services.
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The financial statements should be constructed as follows: Jessie needs to consider the trade-off between risk and return, and the desires of the organization's contributors. Clearly, the Society is earning a low return on a substantial amount of funds. However, to invest in stocks and bonds creates more risk to the organization. Students can argue both sides of this issue.
The Society on which this case is based decided to revise its policy to adopt a balanced investment approach. More than half of its funds are still invested in conservative, low-yield CDs and other investments, but a portion of the funds is now invested in the stock market. A local bank's investment group is handling the funds. The Society plans to review the performance regularly and decide if a revision in its policy is necessary. The conservative approach was taken originally primarily because the donor of the Society's
Volume 2, Number 3 58 endowment fund insisted that the money be held in nothing riskier than CDs. Although some members of the board thought it was irresponsible to accept such low returns, the donor of the funds must be considered both to honor the agreements made when the funds were donated, and to encourage future donations from that individual. 8.
The primary reason for not accepting credit cards is the fee charged to organizations for using the cards. Many students do not realize that a percentage fee is charged and that small organizations often are charged a higher percentage than large retail chains are charged. The potential benefits to accepting credit cards are a reduction in bad debts and a possible increase in sales or contributions if cards were accepted. The Society would need to compare any costs it has incurred for bad checks or nonpayment on research fees, along with an estimate of any potential sales increases, with the fees charged for card usage. 9.
Students might discuss, among other things: A. Corporate and individual social responsibility, B.
Visibility for the firm, and C.
Making contacts with other individuals and firms (networking).
